AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

Federal Reserve System

(n) Person means a natural person or
an organization, including a corpora-
tion, government agency, estate, trust,
partnership, proprietorship, coopera-
tive, or association.

(0) Processor means a person that
processes or routes electronic debit
transactions for issuers, acquirers, or
merchants.

(p) Route means to direct and send in-
formation and data to an unaffiliated
entity or to an affiliated entity acting
on behalf of an unaffiliated entity.

(a) United States means the States,
territories, and possessions of the
United States, the District of Colum-
bia, the Commonwealth of Puerto Rico,
or any political subdivision of any of
the foregoing.

§235.3 Reasonable and proportional
interchange transaction fees.

(a) In general. The amount of any
interchange transaction fee that an
issuer may receive or charge with re-
spect to an electronic debit transaction
shall be reasonable and proportional to
the cost incurred by the issuer with re-
spect to the electronic debit trans-
action.

(b) Determination of reasonable and
proportional fees. An issuer complies
with the requirements of paragraph (a)
of this section only if each interchange
transaction fee received or charged by
the issuer for an electronic debit trans-
action is no more than the sum of—

(1) 21 cents and;

(2) 5 basis points multiplied by the
value of the transaction.

§235.4 Fraud-prevention adjustment.

(a) In general. Subject to paragraph
(b) of this section, an issuer may re-
ceive or charge an amount of no more
than 1 cent per transaction in addition
to any interchange transaction fee it
receives or charges in accordance with
§235.3.

(b) Issuer standards. (1) To be eligible
to receive or charge the fraud-preven-
tion adjustment in paragraph (a) of
this section, an issuer must develop
and implement policies and procedures
reasonably designed to take effective
steps to reduce the occurrence of, and
costs to all parties from, fraudulent
electronic debit transactions, including
through the development and imple-

35

§235.4

mentation of cost-effective fraud-pre-
vention technology.

(2) An issuer’s policies and proce-
dures must address—

(i) Methods to identify and prevent
fraudulent electronic debit trans-
actions;

(ii) Monitoring of the volume and
value of its fraudulent electronic debit
transactions;

(iii) Appropriate responses to sus-
picious electronic debit transactions in
a manner designed to limit the costs to
all parties from and prevent the occur-
rence of future fraudulent electronic
debit transactions;

(iv) Methods to secure debit card and
cardholder data; and

(v) Such other factors as the issuer
considers appropriate.

(3) An issuer must review, at least
annually, its fraud-prevention policies
and procedures, and their implementa-
tion and update them as necessary in
light of—

(i) Their effectiveness in reducing the
occurrence of, and cost to all parties
from, fraudulent electronic debit trans-
actions involving the issuer;

(ii) Their cost-effectiveness; and

(iii) Changes in the types of fraud,
methods used to commit fraud, and
available methods for detecting and
preventing fraudulent electronic debit
transactions that the issuer identifies
from—

(A) Its own experience or informa-
tion;

(B) Information provided to the
issuer by its payment card networks,
law enforcement agencies, and fraud-
monitoring groups in which the issuer
participates; and

(C) Applicable supervisory guidance.

(c) Notification. To be eligible to re-
ceive or charge a fraud-prevention ad-
justment, an issuer must annually no-
tify its payment card networks that it
complies with the standards in para-
graph (b) of this section.

(d) Change in status. An issuer is not
eligible to receive or charge a fraud-
prevention adjustment if the issuer is
substantially non-compliant with the
standards set forth in paragraph (b) of
this section, as determined by the
issuer or the appropriate agency under
§235.9. Such an issuer must notify its
payment card networks that it is no



§235.5

longer eligible to receive or charge a
fraud-prevention adjustment no later
than 10 days after determining or re-
ceiving notification from the appro-
priate agency under §235.9 that the
issuer is substantially non-compliant
with the standards set forth in para-
graph (b) of this section. The issuer
must stop receiving and charging the
fraud-prevention adjustment no later
than 30 days after notifying its pay-
ment card networks.

[77 FR 46280, Aug. 3, 2012]

§235.5 Exemptions.

(a) Eremption for small issuers. (1) In
general. Except as provided in para-
graph (a)(3) of this section, §§235.3,
235.4, and 235.6 do not apply to an inter-
change transaction fee received or
charged by an issuer with respect to an
electronic debit transaction if—

(i) The issuer holds the account that
is debited; and

(ii) The issuer, together with its af-
filiates, has assets of less than $10 bil-
lion as of the end of the calendar year
preceding the date of the electronic
debit transaction.

(2) Determination of issuer asset sice. A
person may rely on lists published by
the Board to determine whether an
issuer, together with its affiliates, has
assets of less than $10 billion as of the
end of the calendar year preceding the
date of the electronic debit trans-
action.

(3) Change in status. If an issuer quali-
fies for the exemption in paragraph
(a)(1) in a particular calendar year,
but, as of the end of that calendar year
no longer qualifies for the exemption
because at that time it, together with
its affiliates, has assets of $10 billion or
more, the issuer must begin complying
with §§235.3, 235.4, and 235.6 no later
than July 1 of the succeeding calendar
year.

(b) Exemption for government-adminis-
tered programs. Except as provided in
paragraph (d) of this section, §§235.3,
235.4, and 235.6 do not apply to an inter-
change transaction fee received or
charged by an issuer with respect to an
electronic debit transaction if—

(1) The electronic debit transaction is
made using a debit card that has been
provided to a person pursuant to a Fed-
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eral, State, or local government-ad-
ministered payment program; and

(2) The cardholder may use the debit
card only to transfer or debit funds,
monetary value, or other assets that
have been provided pursuant to such
program.

(c) Ezxemption for certain reloadable
prepaid cards—(1) In general. Except as
provided in paragraph (d) of this sec-
tion, §§235.3, 235.4, and 235.6 do not
apply to an interchange transaction fee
received or charged by an issuer with
respect to an electronic debit trans-
action using a general-use prepaid card
that is—

(i) Not issued or approved for use to
access or debit any account held by or
for the benefit of the cardholder (other
than a subaccount or other method of
recording or tracking funds purchased
or loaded on the card on a prepaid
basis);

(i1) Reloadable and not marketed or
labeled as a gift card or gift certificate;
and

(iii) The only means of access to the
underlying funds, except when all re-
maining funds are provided to the card-
holder in a single transaction.

(2) Temporary cards. For purposes of
this paragraph (c), the term
‘“reloadable’” includes a temporary
non-reloadable card issued solely in
connection with a reloadable general-
use prepaid card.

(d) Exception. The exemptions in
paragraphs (b) and (c) of this section do
not apply to any interchange trans-
action fee received or charged by an
issuer on or after July 21, 2012, with re-
spect to an electronic debit transaction
if any of the following fees may be
charged to a cardholder with respect to
the card:

(1) A fee or charge for an overdraft,
including a shortage of funds or a
transaction processed for an amount
exceeding the account balance, unless
the fee or charge is imposed for trans-
ferring funds from another asset ac-
count to cover a shortfall in the ac-
count accessed by the card; or

(2) A fee imposed by the issuer for the
first withdrawal per calendar month
from an ATM that is part of the
issuer’s designated ATM network.
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